Abstract. Corporate income tax rate in Latvia is one of the lowest in the European Union and is favourable for business. However, the government additionally uses numerous CIT reliefs to stimulate investments, to promote specific industries and investors. Total costs of these tax reliefs are high, but many of the goals declared by their introduction are not reached, suggesting that tax relief efficiency could be questioned. The efficiency of the existing and potential CIT reliefs should be regularly evaluated. The suggested criteria for such examination are -clear objective, type of taxable rent, existence of positive externality, appropriate design and potential for tax planning, costs in revenue foregone, administrative burden.
I. INTRODUCTION
Corporate income tax (CIT) is generally seen as one of the main obstacles to investments, but the revenue from CIT are important to the governments. Therefore, to get positive externalities from investments, it is possible to use different tax reliefs aimed at particular investment activities, sectors or regions, maintaining a higher standard tax rate.
In Latvia, statutory CIT rate is low -flat 15%, and the existing tax reliefs decrease an implicit tax rate even below 10% showing their importance.
The aims of the paper are to substantiate CIT reliefs, to analyse effectiveness of the existing CIT reliefs in order to promote investments in Latvia and to make recommendations in order to improve the situation. The research methodology is based on the studies of economic and scientific literature, national legislation, analysis of statistical macroeconomic and tax data.
The article focuses only on investment related to CIT reliefs. The author proposes a set of criteria appropriate for the evaluation of CIT investments related to reliefs in Latvia.
II. THEORETICAL CONSIDERATIONS
Corporate income tax is common in most tax systems in the world. Like all taxes, also CIT brings some distortions to the economy. It taxes corporate profit and directly affects investment decisions and capital flows by influencing after-tax rates of return on investment. Corporate income tax is also at the forefront of international tax competition, since the capital is the most mobile factor of production. In many countries, CIT is an important source of revenue, and governments are not ready to lose it by abolishing CIT in favour of potential investments. Moreover, empirical evidence suggests that effective management of public expenditure (e.g., education, infrastructure etc.) and the rule of law can more than compensate for this tax burden.
Investors are also ready to accept higher taxes if risk/return opportunities are more attractive. [2, pp.105-108] In the presence of economic rents, it may be possible to levy high capital taxes. It is important, however, to distinguish the types of rents. Only firm-specific rents are subject to full tax competition. In taxation of location-specific rents, it is more important that taxes are proportional to the rent [3] .
Rate of corporate income tax, however, is declining throughout the world and in the European Union in particular. This could be explained by the growing role of mobile capital flows in the global economy and tax competition for them. To limit negative fiscal consequences, it is possible to use different tax reliefs that offer smaller payments to particular activities, but do not influence the rest of tax base. One of the main goals for introducing tax reliefs is to produce incentives for investment attraction in order to boost economic growth. However, it is often done under pressure of international tax competition to limit outflow of investments. Another broad group of tax reliefs are those where governments expect positive externalities by stimulating specific investments.
Examples could be incentives for R&D expenditures or incentives to invest in particular regions or sectors.
CIT reliefs are widely used as a tool to boost investment, to increase output, and to improve the competitive position of a country especially in the future, but they can have also shortterm consequences since investment spending is an important component of GDP. However, it is important to stress that an effective tax rate is only one of the factors influencing investment decisions.
Main alternative to tax reliefs usually is direct government spending, but the use of tax reliefs has many positive aspects int. al. encouraging private sector participation in programmes, where the government plays a main role, promoting private decision-making and reducing the need for close government supervision of such spending [4, 3] .
On the government side, costs and other possible negative aspects of tax reliefs should be taken into consideration as well. Main possible drawbacks are the following:
 ineffectiveness, since some tax reliefs are insufficient to override underlying economic forces or are offset by other domestic or foreign tax provisions;  inefficiency, since many tax reliefs are a response to various interest groups rather than to actual needs, unreasonably altering relative profitability of some projects [4, 4] .
III. INVESTMENT RELATED CIT RELIEFS IN LATVIA
In Latvia, a corporate income tax rate of 15% is one the lowest in the EU. The law contains 23 tax reliefs, thus, considerably decreasing an effective tax rate. According to the calculation of the European Commission, the implicit tax rate If a participant in a group of undertakings has losses, taxable income of the same taxation period of other participants in such a group of undertakings may be reduced by the amount which, taken altogether, does not exceed the amount of losses of the first referred to undertaking. Tax relief was introduced in 1997.  Tax relief for investments in Free Ports and Special Economic Zones (Chapter III of Law on the Application of Taxes in Free Ports and Special Economic Zones). A zone capital company or a licensed capital company is entitled to apply corporate income tax rebate in the amount up to 80 per cent of the tax amount calculated if conditions stipulated in the law are fulfilled. Tax relief was introduced in 1997 and will expire in 2017.  Tax relief for the acquisition of fixed assets in territories with the status of a territory requiring special assistance (Section 13, paragraph 1, item 9 of Law on CIT). A taxpayer, which is registered and operating in a territory requiring special assistance specified in accordance with the Regional Development Law, may increase the value of the fixed assets, which were acquired in the time period commencing with such taxation period while the relevant territory had the status of a territory requiring special assistance and which are used in economic activity in such territory, prior to calculation of the total amount of depreciation of the relevant category of fixed assets in the taxation period, by multiplying such by the coefficients 1.3-2 depending on the category of fixed assets. Tax relief 1 For a full definition and application of tax reliefs see Law on Corporate Income Tax, descriptions in this paper are given for illustrative purposes only.
was introduced in 1997; the supported territories are defined every 3 years.  Tax relief for the acquisition of new production technology equipment (Section 13, paragraph 1 1 of Law on CIT). Prior to the calculation of the amount of depreciation in a taxation period, the value of new production technology equipment shall be multiplied by the coefficient 1.5. Tax relief was introduced in 2006 and will expire in 2013.  Allowance for corporate equity (Section 6, paragraph 17 of Law on CIT). Tax relief allows the taxpayer to reduce the profit for the multiplication of the annual weighted interest rate of the credit granted in LVL to domestic non-financial enterprises and undistributed profit of pre-taxation periods. Tax relief was introduced in 2009.  Tax relief for income obtained in case of replacement of fixed assets (Section 101 of Law on CIT). The taxable income may be reduced by income from alienation of fixed assets, if a functionally similarly applicable fixed asset is acquired within 12 months prior to or after the date of the alienation. Tax relief was introduced in 2009.  Tax relief for research and development (Section 13, paragraph 41 of Law on CIT). Prior to writing-off the costs of the establishment or acquisition of those intangible investments as a result of which a trademark or a patent has been registered, the value of the establishment or acquisition of those investments shall be increased by multiplying with coefficient 1.5. Tax relief was introduced in 2009.  Tax relief for investments made within the scope of supported investment projects (Section 172 of Law on CIT). Tax rebate applies to initial investments in the supported investment project. If investment amount is between 3 and 35 mln LVL, than tax rebate is 25%, if it exceeds 35 mln LVL -15%. Only enterprises in 16 priority industries can apply for this relief. Tax relief was introduced in 2011 and will expire in 2016.  Tax relief to financial intermediation industry for stock trading (Section 6, paragraph 1, item 8 and paragraph 4, item 9 of Law on CIT). Taxable income of a taxpayer shall be increased by the expenditures, which are related to the acquisition of stocks in the taxation period. In determining taxable income, the profit of a taxpayer shall be decreased by income from the sale of stocks. Tax relief was introduced in 1998, but considerably broadened in 2004 and 2012.  Tax relief for the shipping industry (Section 21 of Law on CIT). A tonnage tax regime is an option allowing companies registered in Latvia to have their taxable profits from certain shipping activities determined at fixed income rates based on the "net tonnage" of the ship(s) used in these activities rather than the actual business results from using the ship(s). Tax relief was introduced in 2002.  Tax relief for the aviation industry (Section 3, paragraph 46 of Law on CIT). It is tax relief to payments for the lease of aircraft used in international air traffic. Tax relief was introduced in 2009.
B. Tax Reliefs to Support Specific Industries

IV. EFFECTIVENESS
Overall CIT burden in Latvia is low and competitive in the region. The implicit tax rate on capital and business income of corporations in Latvia is among the lowest in the EU and is comparable to other Baltic countries.
Also study of the taxation of mid-sized firm that is adjusted by the level of GNI per capita shows that Latvia's position is favourable for both -start-ups and mature firms compared to the other countries in Baltic Sea Region and CEE. The effective CIT rate is considerably lower than nominal rate due to impact of numerous tax reliefs. This makes tax application more complicated adding some administrative burden on businesses and increases costs of tax collection as well. However, comparison of hours needed to comply with CIT administration with counterparts in the Baltic Sea Region and CEE shows that complexity of Latvian CIT system is on an average level in the region. Investment flows suggest that Latvia is an attractive place for investment with gross fixed capital formation exceeding more than 30% of GDP and attracting a lot of foreign capital. This may mean that the existing corporate profit taxation is not an obstacle for investment and overall CIT regime is favourable for businesses.
However, by introducing different CIT reliefs the government aimed to achieve particular goals, e.g., development of export capable industries, especially manufacturing, regional cohesion, R&D.
CIT law contains special favourable conditions for investment in equipment where manufacturing sector gains the most, but that does not materialize in relative position of this sector in economy. It even worsened during the boom period and started to recover only after the crisis but this growth is actually reflecting fundamental changes in underlying economic condition, which favour tradable sectors [8] . Similar picture could be seen also regarding regional development where relative differences stayed almost stable despite the existing benefits to firms in the less developed regions.
These examples show that the existing tax reliefs help decrease a considerable tax burden and stimulate the growth of investment volume, but have little impact on promoting firms' investment targets.
One of the explanations is that actual gain through special tax reliefs was relatively small to affect market forces. Tax relief for the acquisition of new production technology equipment, which is used mostly by manufacturing firms, allowed decreasing tax payments comparable just to 0.8% of gross value added of the whole manufacturing sector in 2011.
Tax reliefs oriented to businesses in the less developed regions amounted only to 0.06% of Latvian GDP excluding Riga region in 2009. Additionally, it could be stressed that most enterprises in regions build their economic activity by using the existing advantages -availability and price of labour, natural resources (wood, agricultural products etc.). Hence, tax relief for them plays a minor role in investment planning.
CIT reliefs for agriculture amounted to 2.2% of gross value added in the sector in 2011. For purposes of comparison, the state and EU subsidies to agriculture paid through the Rural Support Service of Latvia reached the amount comparable to 64.2% of gross value added in the sector. This shows that agriculture-related CIT reliefs are only a minor part of agriculture policy. Moreover, some of them were introduced long before Latvia joined the EU and its Common agriculture policy and have no connection with it.
There is a strong rationale for R&D tax provisions because of the existing positive externality. [9, 10] Latvia also introduced respective tax relief in 2009. The design of this tax relief, however, allows covering only part of R&D investments (those associated with patents and trademarks), but this is done mostly to ensure proper administration of this tax relief and deter its usage in tax planning. In 2011, firms decreased their tax payments through this tax relief just by 5.6 thsd LVL. In 2011, Latvia was in last place in the EU Innovation Scoreboard [10, 7] suggesting that the government corrective action in this field would be necessary.
Special attention should be devoted to the tax reliefs for the financial sector. Establishing tax relief for reserves of financial intermediation companies is international practice, and it is justified by the specific character of business of financial companies and stability requirements by supervisory institutions. Therefore, this tax relief should be seen as reasoned. However, tax reliefs for stock trading initially were aimed at development of security market in Latvia. It was important to ensure reasonable turnover of stocks acquired by many people and companies during privatisation. Stock exchange was also seen as a potential place for corporation to attract capital. However, accession to the EU in 2004 ended favourable conditions for local shares. Modern communication technologies, globalisation and comparatively small capitalisation of domestic companies traded on stock exchange changed the spirit of this tax relief and made originally named goal out of reach. Therefore, this tax relief could be defined as obsolete and not consistent with the goals it had.
Main reason for the introduction of tax reliefs for shipping and aviation industries was in response to the international competition to ensure the existence of these industries in the Latvian jurisdiction. Summarizing the analysis provided in this section, it can be concluded that tax reliefs oriented on specific investment activities, sectors or regions do not show satisfactory results. Reasons for this are associated with somehow exaggerated expectations by their introduction and actual possibilities to influence behaviour of investors through a corporate income tax in the case of Latvia. However, much depends on the design of tax relief and link with other economic policies. In addition, the historical aspects also play a role, as presented, is not terminated reliefs difficult to remove.
This analysis shows that in the areas, where CIT reliefs are used, there are large discrepancies in expectations and actual policy outcomes. This suggests that many CIT reliefs should be subjected to careful evaluation and possible change.
Based on the existing evidence and theoretical considerations, the author proposes a set of criteria that can be used to evaluate the existing or new tax incentives:
-Clear objective and relation to a general economic policy; -Possibility to influence the objective it intends to achieve; -Justification of positive externality; -Budgetary costs and benefits compared to expenditurebased incentives; 
V. CONCLUSIONS AND RECOMMENDATIONS
Corporate income tax is an important source of revenues for governments and is widely used also as an economic policy tool.
Corporate income tax affects investment decisions by influencing an after-tax rate of return on investment.
Rate of corporate income tax is declining throughout the world and particularly in the European Union. This could be explained by the growing role of mobile capital flows in the global economy and tax competition for them.
Tax reliefs are widely used to offer smaller payments for particular activities, but do not influence the rest of tax base.
One of the main goals for introducing tax reliefs is to produce incentives for investment attraction in order to boost economic growth.
Latvian corporate income tax rate of 15% is one of the lowest in the EU. The law contains 23 tax reliefs, thus considerably decreasing an effective tax rate.
Implicit tax rate on business income of corporations in Latvia in 2010 was even 4.1%. However, average ITR has been 8.3% since 2004.
Nine tax reliefs of corporate income tax in Latvia are attributed to the promotion of investments. Additionally, six tax reliefs are aimed at supporting specific industries.
The existing tax reliefs help to considerably decrease tax burden but have little impact on promoting firms' investment behaviour.
In many cases, actual gain through special tax reliefs was relatively small to affect market forces. Examples of this are incentives for regional development, promotion of manufacturing and R&D investments.
Design of tax relief also plays an important role in encouraging appropriate use and excluding unwanted tax planning activities. Design problems can be a reason for insignificant use of R&D incentives.
The existing CIT system with the main overall investment incentives should be maintained. However, it is recommended examining and changing or removing special targeted tax reliefs, if necessary.
Policy goals and assumptions used by introducing or reexamining tax reliefs should be realistic and with line with overall country's economic policies.
The suggested criteria for such examination are the type of taxable rent, existence of positive externality, appropriate design and potential for tax planning, costs in revenue foregone, administrative burden (for both corporations and tax authorities).
